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natural than an expansion of such benefits.
Part of it was due, however, to the adoption
by the Federal government on a national scale
of the principle, “Go now, pay later.”
How many persons realize that, already,
the young entrant into Social Security cover
age will have to pay (and have paid) on his
behalf, contributions equal to 169% of the
value of the benefits he can expect to receive?
Present members are paying 42%. About 42%
of current employer payments for fringe ben
efits are payments for time not worked, paid
vacations and holidays, sick leave, jury duty,
and other absences compensated, rest periods,
travel time, “get ready time” and so on. Inci
dentally, how many of us have ever computed
that two coffee breaks a day may entail a cost
of as much as 8 to 10% of payroll, a cost in
excess of that of most industrial pension plans.
Accounting for 40% of total fringe benefits
payments by employers are the so-called “em

ployee benefits” including costs of pension and
profit sharing plans, life, medical, surgical, and
hospitalization insurance, private unemploy
ment benefit funds, bonuses, etc.
Pensions account for the largest portion of
the 40%, with insurance plans next. Employ
ers should remain alert to the best means of
financing their employee benefits so that they
will derive the most benefits for the lowest
cost. In pension and profit sharing plans, long
range planning, through the medium of trust
fund financing, may mean savings in unit
costs of 20% or more. This results largely
from the investment diversification available
to corporate trustees, with resultant capital
growth, as well as improved yields.
The foregoing is the first of two articles on
Pension and Profit Sharing Plans, based on
papers presented at the joint annual meeting of
the American Women’s Society of Certified Public
Accountants and the American Society of Women
Accountants in Philadelphia, Pa., September 1960.
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Deferral of income is back in the “Tax
News” in bold-face type these days. Not since
the 1954 Code Section 452 furor, and subse
quent reversal in 1955, has there been so much
activity in this area.
In 1957 the Supreme Court held that the
Automobile Club of Michigan (353 US 180)
was taxable on the entire amount of the
annual dues in the year of receipt. It rejected
the taxpaper’s allocation of such income on a
time basis (1/12 to each month) as “purely
artificial.” The Court of Claims followed this
decision in the “American Automobile Associ
ation, CT. CLS., 181 F Supp 255.,” case. The
issue is practically identical except for a
variation in the time method. However, the
Supreme Court now has granted certiorari in
the latter case .... hence, all the excitement.
Various tax-services are voicing opinions as
to why the Supreme Court has taken this
action. The consensus seems to be that cer
tiorari has been granted to clear up the un
certainty created by the Michigan decision
as evidenced by conflicting interpretations of
it by the Second and Seventh Circuits. The
Second Circuit in Bressner Radio, Inc., 266
F2d 520, held that an accrual basis taxpayer
could defer the unearned portion of charges
made under television service contracts. This
decision had the effect of reducing the Su-

preme Court’s decision in the Michigan case
to a mere factual determination. Subsequently,
the Seventh Circuit in Streight Radio and Tele
vision, Inc., aff’g 33 TC 127, held that a tax
payer could not defer the unearned portion of
charges made under similar television service
contracts, under the principles of the Supreme
Court decision in Michigan.
The latest headline is provided by the
Eighth Circuit Court in its decision to allow
a dance studio to defer the unearned portion
of a contract price (even if prepaid) for dance
lessons. It holds that the real question is
whether the taxpayer’s accounting method re
flected its true income.

Where do we go from here? It is hoped that
the Supreme Court will adopt the more real
istic Bressner viewpoint and hold that prepaid
receipts are not income until earned by the
accrual basis taxpayer. There is nothing in
the “claim of right” doctrine laid down in
the North American Oil, 321 US 219, to the
contrary. In this case, the Supreme Court
merely held “earnings” received under a claim
of right was taxable when received although
the taxpayer may be required to return it later.
Possibly, Congress might take note of all
this controversy and reenact a modified version
of the repealed Section 452 and 462!

13

